REPORT OF THE AUDITOR-^GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON GA-SEGONYANA LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the Ga-Segonyana Local 
Municipality set out on pages XX to XX. which comprise the statement of financial 
position as at 30 June 2014, the statements of financial performance, statement of 
changes in net assets, cash flows and the statement of comparison of budget 
information with actual information for the year then ended, as well as the notes, 
comprising a summary of significant accounting policies and other explanatory 
information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No, 56 of 2003) (MFMA) 
and Division of Revenue Act of South Africa, 2013 (Act No, 2 of 2013) (DoRA) and for 
such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No, 25 of 2004) (PAA), the general notice issued in terms thereof and International 
Standards on Auditing. Because of the matters described in the basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Cash and cash equivalents 

4. I was unable to obtain sufficient appropriate evidence for cash and cash equivalents 
as the municipality did not perform bank reconciliations for other bank accounts and 
did not have support for all journals that were processed. In addition, supporting 
documentation was not available for the reconciling items included on the primary 
account bank reconciliation, I was unable to confirm cash and cash equivalents by 
alternative means. Consequently, I was unable to determine whether any adjustments 
to cash and cash equivalents stated at R2 714 721 (2013: R6 502 571) in note 6 to the 
financial statements were necessary. 

Receivables from non-exchange transactions 

5. I was unable to obtain sufficient appropriate evidence for receivables from non- 
exchange transactions as the municipality did not provide documentation supporting 
transactions relating to receivables from non-exchange transactions. I was unable to 
confirm receivables from non-exchange transactions by alternative means. 
Consequently, I was unable to determine whether any adjustments to receivables from 
non-exchange transactions stated at R7 661 223 (2013: R4 924 511) in note 4 to the 
financial statements were necessary. 



6. The municipality did not accurately account for the provision for bad debt in terms of 
the accounting policy of the municipality. Receivable from non-exchange transactions 
was overstated and an impairment loss was understated. I was not able to determine 
the amount of the adjustment to impairment losses which should be levied as it was 
impracticable to do so. Additionally, there is a consequential impact on the 
accumulated surplus. 

Receivables from exchange transactions 

7. I was unable to obtain sufficient appropriate evidence for receivables from exchange 
transactions as the municipality did not provide documentation supporting transactions 
relating to receivables from exchange transactions. I was unable to confirm 
receivables from exchange transactions by alternative means. Consequently, I was 
unable to determine whether any adjustments to receivables from exchange 
transactions stated at R15 858 475 (2013; R12 777 821) in note 3 to the financial 
statements were necessary. 

8. The municipality did not accurately account for the provision for bad debt in terms of 
the accounting policy of the municipality. Receivables from exchange transactions are 
overstated and impairment losses are understated, I was not able to determine the 
amount of interest which should be levied as it was impracticable to do so. 

Additionally, there is a consequential impact on the accumulated surplus. 

Property rates 

9. I was unable to obtain sufficient appropriate evidence for property rates as 
unexplained differences existed between the amount per the detailed property rates 
listing and the amount per the financial statements. I was unable to confirm the 
property rates by alternative means. Consequently, 1 was unable to determine whether 
any adjustments to property rates stated at R17 988 383 (2013: R16 889 433) in note 
23 to the financial statements were necessary, 

10. The municipality did not accurately levy property rates as required by section 78 of the 
Municipal Property Rates Act. Property rates were not charged to all registered erfs. 
Property rates and receivables from non-exchange transactions were understated by 
R6 693 036 (2013: R231 874). Consequentially, an impact exists on the surplus/ deficit 
for the year and accumulated surplus. 

Service charges 

11. I was unable to obtain sufficient appropriate evidence for sale of electricity, sale of pre- 
paid electricity and sale of water as unexplained differences existed between the 
amount per the detailed service charges listings and the amount per the financial 
statements. Support evidence was also not provided for all journals that were 
processed to service charges. I was unable to confirm service charges by alternative 
means. Consequently, I was unable to determine whether any adjustments to service 
charges stated at R84 127 096 (2013: R78 892 486) in note 28 to the financial 
statements were necessary. 


Fines 

1 2. I was unable to obtain sufficient appropriate evidence for fines of the as the 

municipality could not provide a detailed list of fines issued during the year and the 
reconciliations between the fines issued and revenue recognised. I was unable to 
confirm the fines by alternative means. Consequently, 1 was unable to determine 
whether any adjustments to fines stated at R2 259 740 (2013: R4 814 028) in the 
statement of financial performance were necessary. Additionally, there is a 



consequential impact on the accumulated surplus. 


13. The municipality did not recognise revenue from fines in accordance with the SA 
Standards of GRAP 23, Revenue from non-exchange transactions and IGRAP 1 . 
Applying the probability test on initial recognition of revenue. I was not able to 
determine the full extent of the misstatement in the current and the prior period as it 
was impracticable to do so. Consequentiaily, an impact exists on the surplus/ deficit for 
the year and accumulated surplus. 

Repairs and maintenance 

14. I was unable to obtain sufficient appropriate evidence for repairs and maintenance as 
the municipality did not have adequate systems in place to maintain all expenditure 
transactions, I was unable to confirm repairs and maintenance by alternative means. 
Consequently, I was unable to determine whether any adjustments to repairs and 
maintenance stated at R28 294 785 (2013: R21 119 447) in the financiai statements 
were necessary. 

General expenses 

15. I was unable to obtain sufficient appropriate evidence for general expenses as the 
municipality did not have adequate systems in place to maintain all expenditure 
transactions. I was unable to confirm general expenses by alternative means. 
Consequently, I was unable to determine whether any adjustments to genera! 
expenses stated at R82 117 410 (2013: R69 828 044) in the financial statements were 
necessary. 

16. The municipality did not accurately account for general expenses in accordance with 
the SA Standards of GRAP 1, Presentation of financial statements. Expenditure that 
met the definition of tosses incurred was incorrectly ciassified as legal fees. General 
expenses were overstated by R6 710 349 and losses incurred were understated by the 
same amount. 


Payables from exchange transactions 

17. I was unable to obtain sufficient appropriate audit evidence that management had 
properly charged and accounted for all payables from exchange transactions due to 
the status of the accounting records. I was unable to confirm the payables from 
exchange transactions by alternative means. Consequently, I was unable to determine 
whether any adjustment to payables from exchange transactions stated at 

R18 833 812 (2013: R17 228 504) in the financial statements was necessary. 

Payables from non-exchange transactions 

18. I was unable to obtain sufficient appropriate audit evidence that management had 
properly charged and accounted for all payables from non-exchange transactions, due 
to the status of the accounting records. I was unable to confirm the payables from non- 
exchange transactions by alternative means. Consequently, I was unable to determine 
whether any adjustment to payables from non-exchange transactions stated at 

RS 955 056 (2013: R9 525 600) in the financial statements was necessary. 

Unspent conditional grants 

19. I was unable to obtain sufficient appropriate audit evidence that management had 
properly charged and accounted for unspent conditional grants due to the status of the 
accounting records. I was unable to confirm unspent conditional grants by alternative 
means. Consequently, I was unable to determine whether any adjustment to unspent 
conditional grants stated at R6 81 1 257 (2013: R22 694 232) in note 18 to the financial 



statements was necessary. 


20. The municipality did not recognise all conditional grants transactions in accordance 
with the SA Standards of GRAP 23, Revenue from non-exchange transactions. Due to 
the following matters: 

• Government grants that did not meet the definition of revenue and expenditure 
were incorrectly included in government grants and subsidies received as well as 
expenditure. Consequently, government grants and subsidies received as well as 
expenditure are overstated by R14 517 242, 

• Government grants and subsidies accrued in the prior year were not recognised 
as receivables from non-exchange transactions. Consequently, unspent 
conditional grants and receipts were understated by R4 275 000 and receivables 
from non-exchange transactions was understated by the same 

amount. Additionally, there is a consequential impact on the accumulated surplus. 

• Note 26 to the financial statements, unspent conditional grants and the total per 
the statement of financial position did not agree with an amount of R1 153 441. 

VAT receivable 

21 . I was unable to obtain sufficient appropriate evidence for VAT receivable as the VAT 
reconciliations performed by the municipality contained unexplained differences 
between the general ledger and VAT returns. I was unable to confirm the VAT 
receivable by alternative means. Consequently, I was unable to determine whether 
any further adjustments to the VAT receivable stated at R5 396 525 

(2013: R14 497 817) in the financial statements were necessary. 

22. The municipality did not claim VAT in ail instances as required by the VAT Act, no, 89 
of 1991 . VAT was also claimed on invoices that does not constitute valid tax invoices. I 
was not able to determine the full extent of the misstatement in the current and the 
prior period as it was impracticable to do so. Consequentially, an impact exists on the 
surplus/ deficit for the year and accumulated surplus, 

23. The municipality impaired consumer debtors during the financial year and did not take 
the VAT effect of the impairment into account as required by the VAT Act, no. 89 of 
1991, Impairment losses were overstated by R3 324 552 (2013; R3 259 998) and VAT 
receivable was understated by the same amount. Additionally, there is a consequential 
impact on the accumulated surplus. 

Irregular expenditure 

24. I was unable to obtain suffioient appropriate audit evidence that management has 
properly accounted for all irregular expenditure, as the municipality does not have 
systems to identify and disclose irregular expenditure. I was unable to confirm the 
irregular expenditure by alternative means. Consequently. I was unable to determine 
whether any adjustment to irregular expenditure stated at R186 522 498 (2013; 

R186 513 898) in note 48.3 to the financial statements was necessary 

25. The municipality did not include particulars of irregular expenditure in the notes to the 
financial statements, as required by section 40(3){i) of the PFMA. The municipality 
made payments in contravention of the supply chain management requirements that 
were not included in irregular expenditure. I was not able to determine the full extent of 
the misstatement in the current and the prior period as it was impracticable to do so. 



Fruitless and wasteful expenditure 

26. 1 was unable to obtain sufficient appropriate audit evidence that management has 
properly accounted for all fruitless and wasteful expenditure, as the municipality does 
not have system to identify and disclose fruitless and wasteful expenditure. I was 
unable to confirm the fruitless and wasteful expenditure by alternative means. 
Consequently, I was unable to determine whether any adjustment to fruitless and 
wasteful expenditure stated at R361 939 {2013; R336 016) in note 48.2 to the financial 
statements was necessary. 

27. Fruitless and wasteful expenditure disclosed as R361 939 (2013: R336 016) in note 
48.2 to the financial statements was understated by R1 654 618 in the prior year. 
Fruitless and wasteful expenditure of R564 859 was not taken into account in the 
opening balance of the prior year. The amount disclosed in the prior year was 
consequently understated by R2 219 477. 1 was not able to determine the full extent of 
the misstatement in the current period as it was impracticable to do so. 

Inventories 

28. I was unable to obtain sufficient appropriate evidence that the municipality has 
properly accounted for all inventory, as the municipality did not provide information to 
confirm the amount included in consumable stores. I was unable to confirm the 
inventories by alternative means. Consequently, I was unable to determine whether 
any adjustments to inventories stated at R3 885 028 (2013: R3 852 023) in note 2 to 
the financial statements were necessary. 

Employee related costs 

29. I was unable to obtain sufficient appropriate evidence for salaries and wages, 
contributions to Unemployment Insurance Fund (UIF), pensions and medical aids as 
well as overtime payments, as the monthly reconciliations between the general ledger 
and the payroll system were not submitted. In addition, wage contracts were not in 
place for all contracted employees and support to confirm the overtime paid and 
payments to third parties were not submitted. I was unable to confirm the employee 
related costs by alternative means. Consequently, I was unable to determine whether 
any adjustments to employee related costs stated at R66 795 435 

(2013: R53 347 215) in note 33 to the financial statements were necessary. 

30. The municipality implemented agreement two of the wage curve agreement. This 
agreement was found to be invalid by the labour appeal court. I was not able to 
determine the full extent of the misstatement in the current and the prior period as it 
was impracticable to do so. Consequentially, an impact exists on the surplus/ deficit for 
the year and accumulated surplus. 

Property, plant and equipment 

31 . I was unable to obtain sufficient appropriate evidence for infrastructure assets as well 
as land and buildings stated at R918 327 473 (2013 : R876 557 237) in note 9 to the 
financial statements due to the following matters: 

• I was unable to physically verify some infrastructure assets, as the municipality did 
not maintain adequate records relating to infrastructure assets. 

• Supporting documentation to verify the amount disclosed of certain infrastructure 
assets as well as land and buildings was not submitted. 



• Properties owned by the municipality have not been included in the asset register 
and management was unable to provide supporting documentation stating 
reasons for exclusion, 

I was unable to confirm the property, plant and equipment by alternative means. 
Consequently, I was unable to determine whether any adjustments to property plant 
and equipment were necessary. Additionally, there is a consequential impact on the 
depredation, accumulated depreciation and accumulated surplus. 

32. The municipality did not include assets at the future economic value in accordance 
with the SA Standards of GRAP 17, Property, plant and equipment. Infrastructure 
assets were included at a depreciated value instead of being included at the future 
economic value. Property, plant and equipment were overstated by R2 607 206 and 
impairment losses are understated by the same amount. Additionally, there is a 
consequential impact on the accumulated surplus. 

Employee benefits 

33. I was unable to obtain sufficient appropriate audit evidence that management had 
properly accounted for employee benefits, due to the status of the accounting records. 
I was unable to confirm employee benefits by alternative means. Consequently, I was 
unable to determine whether any adjustment to employee benefits stated at 

R21 485 128 (2013: R19 416 221) in note 20 to the financial statements was 
necessary. 

Other revenue 

34. 1 was unable to obtain sufficient appropriate evidence for other revenue as information 
that confirms the amount disclosed was not provided. 1 was unable to confirm other 
revenue by alternative means. Consequently, I was unable to determine whether any 
adjustments to other revenue stated at R13 268 563 {2013: R2 507 167) in note 31 to 
the financial statements were necessary. 

Licenses and permits 

35. I was unable to obtain sufficient appropriate evidence for licenses and permits as 
unexplained differences existed between the amount per the detailed licenses and 
permits listing and the amount per the financial statements. In addition, application 
forms to confirm the amount per the financial statements was not provided. I was 
unable to confirm the licenses and permits by alternative means. Consequently, 1 was 
unable to determine whether any adjustments to licenses and permits stated at 

R3 815 354 (2013: R3 418 722) to the financial statements were necessary. 

Financial instruments 

36. I was unable to obtain sufficient appropriate evidence for all financial instruments 
disclosed in note 51 of the financial statements. Supporting documentation to confirm 
the amounts disclosed elsewhere in the financial statements and the amounts 
disclosed in financial instruments were not submitted. 1 was unable to confirm financial 
instruments by alternative means. Consequently, ! was unable to determine whether 
any further adjustments to financial instruments disclosed were necessary. 

Contingent liabilities and contingent assets 

37. 1 was unable to obtain sufficient appropriate audit evidence that management has 
properly accounted for all contingent liabilities and contingent assets. The municipality 
did not submit all legal representation letters. I was unable to confirm contingent 
liabilities and contingent assets by alternative means. Consequently, I was unable to 



determine whether any further adjustments to contingent liabilities and contingent 
assets disclosed were necessary. 


38. The municipality did not disclose all contingent liabilities relating to the prior year in 
accordance with the SA Standards of GRAP 19, Provisions, contingent liabilities and 
contingent assets. Consequently, contingent liabilities reiating to the prior year were 
understated by R19 939 599. 

Cash flow statement 

39. Due to the impact of the unreconciled bank balances and misstatements as well as 
limitations in cash and cash equivalents, revenue and expenditure, I could not 
obtain reasonable assurance on the accuracy of the cash flow statement. 

Budget disclosure 

40. The approved adjustment budget as stipulated in paragraph 12 of the SA Standards of 
GRAP 24 Presentation of budget information, was not disclosed in the financial 
statements. Material errors were identified on the presentation of the budget 
information in the financial statements as follows: 

• Explanations and reconciliations to indicate the reasons for the differences 
between the budget statement and the unauthorised expenditure disclosure note 
were not made. 

• The budget statement includes virements that was not explained in the notes to 
the budget statement. 

• A reconciliation was not included between the budgeted amounts per the 
individual votes to the actual expenditure per the votes. 

• Explanations on material differences were not disclosed. 

Prior period errors and changes In accounting policy 

41. Prior year errors have been corrected during the current year and disclosed in note 41 
to the financial statements in accordance with the SA Standards of GRAP 3, 
Accounting policies, changes in accounting estimates and errors. The nature of the 
changes in accounting policies, descriptions of the transitional provisions, the amounts 
of the adjustments for each financial statement line item affected and the amounts of 
the adjustments relating to periods before those presented were not adequately 
disclosed in the financial statements. 

42. In addition, 1 was unable to obtain sufficient appropriate evidence of the balances 
included in note 41 to the financial statements as I was unable to obtain supporting 
documents to substantiate the corrections made. I was unable to confirm the prior 
period error adjustments by alternative means. Consequently I was unable to 
determine whether any adjustments to the prior period balances disclosed were 
necessary. 

Unauthorised expenditure 

43. The unauthorised expenditure of the prior year stated at R123 894 763 in note 48.1 to 
the financial statements was not calculated as per the definition of unauthorised 
expenditure as stipulated in the MFMA section 1, The amount disclosed was 
consequently understated by R24 130 654. 



44. In addition, I was unable to obtain sufficient appropriate audit evidence that 
management has properly accounted for all unauthorised expenditure, as the 
municipality does not have a system to identify, calculate and disclose unauthorised 
expenditure. I was unable to confirm the unauthorised expenditure by alternative 
means. Consequently, 1 was unable to determine whether any adjustment to 
unauthorised expenditure stated at R 132 043 853 {2013: R123 894 763) in the 
financial statements was necessary. 

Commitments 

45. I was unable to obtain sufficient appropriate audit evidence that management has 
properly accounted for all commitments due to the limitations experienced included in 
paragraph 40 of this report. The municipality did not submit all documentation 
regarding work in progress. I was unable to commitments by alternative means. 
Consequently, 1 was unable to determine whether any further adjustments to 
commitments disclosed as R39 964 026 in note 50 to the financial statements were 
necessary. 

Consumer deposits 

46. During 2013, 1 was unable to obtain sufficient appropriate audit evidence for consumer 
deposits and to confirm the consumer deposits by alternative means. Consequently, I 
was unable to determine whether any adjustment to consumer deposits stated at 

R2 430 997 was necessary. My audit opinion on the financial statements for the period 
ended 30 June 2013 was modified accordingly. My opinion on the current period’s 
financial statements is also modified because of the possible effect of this matter on 
the comparability of the current period's figures. 

Disclaimer of opinion 

47. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 

Emphasis of matters 

48. i draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

49. As disclosed in note 43 to the financial statements, the corresponding figures for 

30 June 2013 have been restated as a result of errors discovered during 30 June 2014 
in the financial statements of the Ga-Segonyana Local Municipality at, and for the year 
ended, 30 June 2013. 

Material under spending of the budget 

50. The municipality has materially underspent the budget to the amount of R1 1 851 727 
as included in Appendix D, Segmental statement of financial performance. Roads and 
transport, water and electricity were underspent with R2 745 022, R2 998 184 and 
R6 108 521, 

Material losses 

51. As disclosed in note 49.9 to the financial statements, material water losses to the 
amount of R2 405 169 and material electricity losses to the amount of R8 744 598 
were incurred. 



Additional matters 

52. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Withdrawal from the audit engagement 

53. Due to the limitation imposed on the scope of the audit by management, I have 
disclaimed my opinion on the financial statements. But for the legislated requirement 
to perform the audit of municipality, I would have withdrawn from the engagement in 
terms of the ISAs. 

Unaudited supplementary schedules 

54. The supplementary information set out in appendix A to H does not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 

Unaudited disclosure notes 

55. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-comptiance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and accordingly I do not express an opinion 
thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

56. In accordance with the PAA and the general notice issued in terms thereof, I report the 
following findings on the reported performance information against predetermined 
objectives for selected objectives presented in the annual performance report, non- 
compliance with legislation as well as internal control. The objective of my tests was to 
identify reportable findings as described under each subheading but not to gather 
evidence to express assurance on these matters. Accordingly, I do not express an 
opinion or conclusion on these matters. 

Predetermined objectives 

57. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the following selected objectives presented in the 
annual performance report of the municipality for the year ended 30 June 2014: 

• Objective 1 1 : Roads and transport on pages x to x 

• Objective 1 2: Water on pages x to x 

• Objective 1 3: Electricity on pages x to x 

58. I evaluated the reported performance information against the overall criteria of 
usefulness and reliability. 

59. 1 evaluated the usefulness of the reported performance information to determine 
whether it was presented in accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was consistent with the planned 
objectives. I further performed tests to determine whether indicators and targets were 
well defined, verifiable, specific, measurable, time bound and relevant, as required by 
the National Treasury's Framework for managing programme performance information 
(FMPPI). 

60. I assessed the reliability of the reported performance information to determine whether 
it was valid, accurate and complete. 


61. The material finding in respect of all the selected objectives are as follow; 

Reliability of reported performance information 

62. The National Treasury’s FMPPI requires auditees to have appropriate systems to 
collect, collate, verify and store performance information to ensure valid, accurate and 
complete reporting of actual achievements against planned objectives, indicators and 
targets. We were unable to obtain the Information and explanations we considered 
necessary to satisfy ourselves as to the reliability of the reported performance 
information. This was due to limitations placed on the scope of my work, due to the 
absence of information systems and the fact that the auditee could not provide 
sufficient appropriate evidence in support of the reported performance information. 

The auditee’s records did not permit the application of alternative audit procedures. 

Additional matter 

63. I draw attention to the following matter: 

Unaudited supplementary information 

64. The supplementary information set out on pages x to x does not form part of the 
annual performance report and is presented as additional information. We have not 
audited these schedules and, accordingly, we do not express a conclusion thereon. 

Compliance with legislation 

65. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My findings on material non-compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA are as follows: 

Strategic planning and performance management 

66. The municipality did not give effect to its integrated development plan and conduct its 
affairs in a manner which was consistent with its integrated development plan, as 
required by section 36 of the Municipal Systems Act, section 21 (2)(a) of the Municipal 
Finance Management Act and municipal planning and performance management 
regulation 6. 

67. The performance management system did not relate to the employee's performance 
management processes as required by section 38(a) of the Municipal Systems Act and 
municipal planning and performance management regulation 7(2){c, e, f, g), 

68. The municipality did not establish a performance management system, as required by 
section 38(a) of the Municipal Systems Act. 

69. Key performance indicators, including input, output and outcome indicators, in respect 
of each of the development priorities and objectives were not set out in the integrated 
development plan, as required by section 41(1)(a) of the Municipal Systems Act and 
the municipal planning and performance management regulation 1 and 9(1 )(a). 

70. Measurable performance targets for the financial year with regard to each of the 
objectives and key performance indicators were not set in the integrated development 
plan, as required by section 41(1)(b) of the Municipal Systems Act and the municipal 
planning and performance management regulations 12(1) and 12(2)(e). 



7 ^, The annual performance report for the 2012-13 financial year was not prepared and 
was not included in the annual report , as required by section 46 of the Municipal 
Systems Act and section 121(3)(c) of the Municipal Finance Management Act. 

72. The annual performance report for the year under review did not include the 
performance of the municipality and each external service provider, a comparison of 
the performance with set targets and a comparison with the previous financial year as 
well as measures taken to improve performance, as required by section 46 (1)(a) (b) 

(c) of the Municipal Systems Act . 

73. The performance management system and related controls were not in place as it did 
not describe and represent the processes of performance planning, monitoring, 
measurement, review, reporting, improvement and how it is conducted, organised and 
managed, including determining the roles of the different role-players, as required by 
sections 38 of the Municipal Systems Act and regulation 7 of the municipal planning 
and performance management regulations. 

Budgets 

74. Expenditure was incurred in excess of the limits of the amounts provided for in the 
votes of the approved budget, in contravention of section 87(8) of the Municipal 
Finance Management Act. 

75. Sufficient appropriate audit evidence could not be obtained to confirm that expenditure 
that was approved as unforeseen and unavoidable which was considered by the 
council but not Included in the approved annual budget, was intended to ratify irregular 
or fruitless and wasteful expenditure, in contravention of municipal budget and 
reporting regulation 71(2) and 73(2). 

Annual financial Staternents, performance and annual reports 

76. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the Municipal Finance 
Management Act. Material misstatements identified by the auditors in the submitted 
financial statements were subsequently corrected and the supporting records were 
provided subsequently, but the uncorrected material misstatements and supporting 
records that could not be provided resulted in the financial statements receiving a 
disclaimer audit opinion. 

77. The annua! report for 2012-13 was not tabled in the municipal council within seven 
months after the end of the financial year, as required by section 127(2) of the 
Municipal Finance Management Act. 

78. A written explanation was not submitted to council setting out the reasons for the delay 
in the tabling of the 2012-13 annual report in the council, as required by section 127(3) 
and 133(1)(a) of the Municipal Finance Management Act. 

79. Oversight report, containing comments on the annual report, was not adopted by 
council within two months from the date on which the 2012-13 annual report was 
tabled, as required by section 129(1) of the Municipal Finance Management Act. 

Expenditure management 

80. Sufficient appropriate audit evidence could not be obtained that money owed by the 
municipality had always been paid within 30 days, as required by section 65(2)(e) of 
the Municipal Finance Management Act. 



81. An effective system of expenditure control, including procedures for the approval, 
authorisation, withdrawal and payment of funds, was not in place, as required by 
section 65(2)(a) of the Municipal Finance Management Act, 

82. An adequate management, accounting and information system was not in place which 
recognised expenditure when it was incurred, accounted for creditors and accounted 
for payments made, as required by section 65(2){b) of the Municipal Finance 
Management Act. 

83. Reasonable steps were not taken to prevent unauthorised expenditure, irregular 
expenditure and fruitless and wasteful expenditure, as required by section 62(1 )(d) of 
the Municipal Finance Management Act. 

Asset management 

84. An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63(2)(a) of the Municipal Finance 
Management Act. 

85. An effective system of internal control for assets including a complete and accurate 
asset register was not in place, as required by section 63(2)(c) of the Municipal 
Finance Management Act. 

Consequence management 

86. Unauthorised, Irregular and Fruitless and wasteful expenditure incurred by the 
municipality was not investigated to determine if any person is liable for the 
expenditure, as required by section 32{2)(a)(ii) of the Municipal Finance Management 
Act. 

Revenue management 

87. A tariff policy was not implemented for the levying of fees for provision of municipal 
services, as required by section 74(1) of the Municipal Systems Act and section 
62(1)(f)(i) of Municipal Finance Management Act. 

88. A credit control and debt collection policy was not adopted, maintained and 
implemented, as required by section 96(b) of the Municipal Systems Act and section 
62(1)(f){iii) of Municipal Finance Management Act. 

89. A policy was not adopted and implemented for the levying of rates on rateable property 
within the municipality, as required by section 3(1) of the Property Rates Act and 
section 62(1)(f)(ii) of Municipal Finance Management Act, 

90. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the Municipal Finance Management Act. 

91. Interest was not charged on all accounts in arrears, as required by section 64(2){g) of 
the Municipal Finance and Management Act. 

Human resource management and compensation 

Appointments 

92. Sufficient appropriate audit evidence could not be obtained that the senior managers 
dismissed for financial misconduct in a previous position and re-appointed before the 
expiry of 10 years in contravention of section 57A of the Municipal Finance 
Management Act. 



93. Job descriptions were not established for all posts in which appointments were made 
in the current year, in contravention of section 66{1)(b) of Municipal Systems Act. 

Performance management 

94. The municipality did not develop and adopt appropriate systems and procedures to 
monitor, measure and evaluate performance of staff in contravention of Municipal 
Systems Act section 67(d). 

95. The municipal manager and senior managers directly accountable to the municipal 
manager did not sign performance agreements, as required by section 57{2)(a) 
Municipal Systems Act. 

Procurement and contract management 

96. Sufficient appropriate audit evidence could not be obtained that all contracts and 
quotations were awarded in accordance with the legislative requirements and a 
procurement process which is fair, equitable, transparent and competitive, as payment 
batches and supply chain management documentation were not submitted, 

97. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by Supply Chain Management 
regulation 17(a) St (c). 

98. Goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids, as required by Supply Chain Management regulation 19(a). 
Deviations were approved by the accounting officer even though it was not impractical 
to invite competitive bids, in contravention of Supply Chain Management regulation 
36(1). 

99. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an 
unbiased manner that allowed all potential suppliers to offer their goods or services, as 
per required by Supply Chain Management regulation 27(2)(a). 

100. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials 
of the municipality as required by Supply Chain Management regulation 27(3), 

101 . Sufficient appropriate audit evidence could not be obtained that invitations for 
competitive bidding were advertised for a required minimum period of days, as 
required by Supply Chain Management regulation 22(1) and 22(2). 

102. Sufficient appropriate audit evidence could not be obtained that bids were evaluated 
by bid evaluation committees which were composed of officials from the departments 
requiring the goods or services and at least one SCM practitioner of the municipality as 
required by Supply Chain Management regulation 28(2), 

103. Sufficient appropriate audit evidence could not be obtained that awards were made to 
bidders other than those recommended by the bid evaluation committee without 
ratification by the accounting officer, as required by Supply Chain Management 
regulation 29(5)(b). 

104. The preference point system was not applied in all procurement of goods and services 
above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act and Supply Chain Management regulation 28(1 )(a). 



105. Contracts and quotations were awarded to bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by Supply Chain Management regulation 13(c). 

106. Sufficient appropriate audit evidence could not be obtained that construction contracts 
were awarded to contractors that were registered with the Construction Industry 
Development Board and qualified for the contract in accordance with section 18(1) of 
the Construction Industry Development Board Act and Construction Industry 
Development Board regulations 17 and 25(7 A). 

107. Construction projects were not always registered with the Construction Industry 
Development Board, as required by section 22 of the Construction Industry 
Development Board Act and Construction Industry Development Board regulation 18, 

108. Awards were made to providers who are in the service of the municipality and whose 
directors are in the service of the municipality in contravention of section 1 12(j) of the 
Municipal Finance Management Act and Supply Chain Management regulation 44. 
Furthermore the provider failed to declare that he/she was in the service of the 
municipality, as required by Supply Chain Management regulation 13(c). Similar non- 
compliance was reported in the prior year and the municipality did not take disciplinary 
action against the suppliers and officials involved. 

109. Awards were made to providers who are in the service of other state institutions or 
whose directors, principal shareholders are in the service of other state institutions, in 
contravention of MFMA 112(i) and SCM regulations 44. Similar awards were identified 
in the prior year and no effective steps were taken to prevent or combat the abuse of 
the SCM process in accordance with SCM regulation 38(1). 

110. Contracts and quotations were awarded to providers whose tax matters had not been 
declared by the South African Revenue Service to be in order, as required by Supply 
Chain Management regulation 43. 

111. Sufficient appropriate audit evidence could not be obtained to confirm that measures to 
combat the abuse of the Supply Chain Management system were implemented as per 
the requirements of Supply Chain Management regulation 38(1), regarding providers 
that during the last five years, failed to perform satisfactorily on a previous contract 
with the municipality or municipal entity or other organ of state. 

Audit committee 

112. The audit committee did not review the annual financial statements to provide the 
council with an authoritative and credible view of the financial position of the entity, its 
efficiency and effectiveness and its overall level of compliance with legislation, as 
required by section 166(2)(b) of the Municipal Finance Management Act. 

113. Supporting documentation was not submitted to confirm that the audit committee did 
respond to the council on the issues raised in the audit reports of the Auditor-General, 
as required by section 166(2)(c) of the Municipal Finance Management Act. 

114. Sufficient appropriate audit evidence could not be obtained to confirm that the audit 
committee made recommendations regarding the performance management system to 
the council, as required by Municipal planning and performance management 
regulation 14(4)(a)(ii). 



115. Sufficient appropriate audit evidence could not be obtained to confirm that the audit 
committee reviewed all the quarterly internal audit reports on performance 
measurement, as required by Municipal planning and performance management 
regulation 14{4)(a)(i). 

116. Sufficient appropriate audit evidence could not be obtained to confirm that the audit 
committee did submit, at least twice during the financial year, an audit report on the 
review of the performance management system to the council, as required by 
Municipal planning and performance management regulation 14(4)(a)(iii). 

Conditional grants 

117. The municipality did not evaluate its performance in respect of programmes or 
functions funded by the Municipal Infrastructure Grant allocation, as required by 
section 12(5) of the Division of Revenue Act. 

118. The Municipal Systems Improvement Grant allocation was not spent in accordance 
with the applicable grant framework, in contravention of section 16(1) of the Division of 
Revenue Act. 

119. The municipality did not evaluate its performance in respect of programmes or 
functions funded by the Municipal Systems Improvement Grant allocation, as required 
by section 12(5) of the Division of Revenue Act. 

120. The municipality did not evaluate its performance in respect of programmes or 
functions funded by the Local Government Financial Management Grant allocation, as 
required by section 12(5) of the Division of Revenue Act. 

Internal control 

121. ! considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below are 
limited to the significant deficiencies that resulted in the basis for disclaimer of opinion, 
the findings on the annual performance report and the findings on non-compliance with 
legislation included in this report. 

Leadership 

122. Management did not exercise oversight responsibility regarding financial and 
performance reporting and compliance and related internal controls. Management did 
not ensure that there were processes to ensure reviews were implemented before 
submission of information as material errors were detected in the financial statements 
and non-compliance with laws and regulations and internal control deficiencies were 
noted throughout the audit process. 

123. Management did not set the correct tone at the top. Senior management did not 
adhere to internal controls, which resulted in unauthorised and irregular expenditure 
not detected by management and non-compliance with relevant laws and regulations. 

124. The lack of decisive action to mitigate emerging risks, implement timely corrective 
measures and address non-performance was evident by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality 
failed to properly analyse the control weaknesses and implement appropriate follow-up 
actions that adequately addressed the root cause. This resulted in the audit findings in 
the prior year report recurring in the current year. 



125. Management did not ensure adherence to supply chain management policy at the 
municipality, which resulted in processes not preventing irregular expenditure and 
material non-compliance with laws and regulations, 

126. Management did not review and monitor compliance with applicable laws and 
regulations. 

127. Management did not implement and monitor an audit report action plan to ensure that 
the matters reported in the previous years were corrected. 

Financial and performance management 

128. Management did not prepare regular, accurate and complete financial statements that 
were supported and evidenced by reliable information, review and monitor compliance 
with laws and regulations, 

129. Management did not perform monthly bank reconciliations on a timely basis. In 
addition, reconciling items were not followed up and cleared on a monthly basis. 

130. Finance staff had an insufficient understanding of the accounting framework. This 
contributed towards the numerous qualifications in the financial statements of the 
municipality. 

131 . Inadequate filing procedures at the municipality have resulted in limitations of scope 
during the current and previous year’s audits. As a result significant difficulties were 
experienced in respect of the availability of information. 

132. Management did not review the financial statements. This resulted in a large number 
of findings relating to incorrect disclosure and incorrect accounting treatments. 

133. The systems underlying the procurement processes at the municipality were 
inadequate to prevent and detect irregular expenditure on contracts entered into, 
resulting in irregular expenditure that was disclosed in the accounting records of the 
municipality. Effective and appropriate disciplinary steps were not taken against 
officials who made and permitted unauthorised, irregular as well as fruitless and 
wasteful expenditure. 

134. The underlying systems and controls were inadequate to provide reliable and accurate 
evidence to support the reporting on predetermined objectives. Senior management 
did not perform an adequate review on the actual performance against predetermined 
objectives reported. Therefore, no explanations were documented for targets that were 
not achieved. 



Governance 

135. Management did not ensure that a financial and risk unit is established. The 
municipality did not identify risks relating to the achievement of financial and 
performance reporting objectives. Consequently, controls were not developed to 
prevent, detect and correct material misstatements in financial reporting and reporting 
on predetermined objectives. 

1 36. The municipality did not ensure the establishment of an effective audit committee to 
enhance the internal control environment of the municipality. The audit committee did 
not review the financial statements and performance report prior to submission to the 
external auditors. 

Kimberley 

30 November 2014 
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